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Recent Developments in Accounting
B Y EVERETT J . SHIFFLETT
PARTNER, EXECUTIVE OFFICE

Presented before the National Association of Cost
Accountants, Detroit Chapter — January

1956

In considering the subject of our discussion, the question of scope
arises immediately. What are the boundaries of time that delimit the
term "recent" and what is a "development"? To broaden the choice, I
suggest that we adopt a rather liberal construction of both terms.
Growth in Membership of Professional
Accounting Organizations Reflects
Broader Field for Accounting Services
We would agree, I think, that one of the outstanding developments
in the field of accounting in recent years has been the unprecedented
rate of growth in the membership of professional accounting organizations. Your own organization, the National Association of Cost A c countants, had a membership of 38,000 at the close of last year, showing an increase of over 103% in the last decade. The Controllers Institute now has 4,500 members — 66% more than at the end of 1945. The
current membership of the American Institute of Accountants is about
27,000 which is over 200% more than ten years earlier. A l l these percentages far exceed the growth in the total population of the country
since 1945, which has been about 17%.
The rolls of membership of our fellow societies in other English-speaking countries show a similar trend. The combined Membership in the Institutes of Chartered Accountants in England, Scotland
and Wales now is about 24,000, an increase of around 24% in the past
eight years whereas the population of Great Britain has increased
only 7% in that time. Our neighbor, Canada, has had a population increase of 25% since 1945 while the membership of the Canadian Institute
of Chartered Accountants, now standing at about 6,000, has increased
99% in that period.
Thus it seems pretty clear that the trained accountant is finding
a broader field for his talents in our society as a whole. The reason, I
think, is obvious to all of us. Broadly, it lies in the ever-growing
complexity of our economy and the progress we have made in better
management of our commercial and industrial enterprises. Whether,
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in terms of native abilities, the business managers of the present generation would be more than a match for their predecessors may be an
open question. But the technologies available to the business managers
of today are much better than those of the past. We know how to do
more things and we have better ways of performing older processes
than formerly. Accounting has played an important part in this broad
advance in technology. Essentially, it has done this by providing more
useful information and by finding ways of making information available
sooner, all to the end of aiding in more effective management and in
better guides to investors.
Broader Field for Accounting Services
Emphasizes
Need for Trained Young Men
While the need for accounting personnel continues in a sharp uptrend, the supply of college-trained young men entering the accounting
field has shown a marked decline in recent years. A survey of degrees
awarded by 71 American colleges and universities shows a decline of
52%, for the period 1950— 1955, in the number of graduates with majors
in accounting. The decline in graduates with degrees in Business A d ministration from these same schools is similar — about 48% — in that
five-year period. Although college enrollments as a whole have been
decreasing to some extent during this time, it is apparent that we have
a development here which we may well view with alarm. A good share
of the responsibility for the condition lies with ourselves — the organizations of career accountants. We have recognized the situation but we
have not done enough to attract trained young men into the accounting
field. In self-interest alone, we must reconsider our approach to this
pressing problem.
There are some who may feel that a partial solution to our dilemma is to recognize that there are too many of us. It has been said that
accounting costs — the costs of the accounting organizations in business
— are too high; that these costs are increasing relatively more than the
costs of other business functions. I have seen no statistics that would
prove or disprove this. One comparison commonly cited shows a much
larger percentage increase in clerical workers than in factory employees over a recent span of years. Without knowing, I have wondered if
such statistics were not somewhat lopsided in that perhaps all the accounting and clerical people, wherever employed, are included on one
side of the comparison whereas the people engaged in distribution
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functions and in such activities as the service industries and in financial institutions are excluded from the other.
Developments in Electronic Data Processing
and Their Relation to
Automation and the Accounting Profession
Be that as it may, we have heard a great deal of late about the
lag in office automation as compared with automation in the factory.
In the past two or three years, there has been an outpouring of literature on the subject of integrated data processing and the role of electronics in fulfilling that concept. To most of us, the physical principles
of electronic data-processing machines perhaps will forever remain a
mystery, at least in part. One writer has rationalized this and at the
same time pointed out the feature of this new equipment that seems to
be the most significant. He expresses it this way: "We can understand
a machine that reads prepared data; we can understand automatic
print-out from processed data; but the concept of a complex, but flexible stored program of operations is new. It is this which seems to be
the new horizon. It is this which challenges the imagination in the
promise of potential for use. It is this which transfers to the machine
an almost perfect equivalent of human supervisory control."
Putting aside the mystery involved in the aspects having to do with
how they work, electronic data-processing machines are basically only
another tool — although a tremendously improved one — for performing the tasks that need to be done, more quickly and at lesser costs.
Perhaps still more importantly, the machines also may make it possible to do many things that could not practicably be done before and it
is here that many feel lies the area of greatest promise.
Developments in the field of electronic data processing to the
present time are in the comparatively early stage. It is clear, however, that the possibilities in the new method cannot be ignored, to say
the least, and that accountants, most of all, are in a favored position to
capitalize upon its potentialities.
Internal Revenue Act of 1954;
Influence of the Rules of Taxation on
Corporate Depreciation Policies
To pass on to less spectacular developments, probably the subject that has evoked the most discussion in accounting circles in the
last year is the new depreciation methods authorized by the Internal
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Revenue Code of 1954. Before the introduction of the new depreciation
provisions of the Code, with rare exceptions, the straight-line method
was the only method used by taxpayers. Now, as you know, taxpayers
may elect to use, as to post-1953 acquisitions of property, either that
method, the declining-balance method, the sum-of-the-years digits
method, or any other consistent method that does not result in more
depreciation during the first two-thirds of life than would be allowable
under the declining-balance method. Moreover, the elections are flexible. The taxpayer may adopt a different alternative method each year
for all or part of the additions made in that year.
Comprehensive statistics are not yet available as to the extent of
adoption of the new elective methods. However, the following limited
cross-section of experience, based upon a review of the published reports of 634 commercial and industrial companies, may be of some
interest. Public utility companies were not included in the review.
Of the 634 companies, 152, or 24%, indicated that they had adopted an
accelerated method of depreciation in 1954. It may be that some of the
remaining 482 companies also made a similar change but considered
it unnecessary to mention that fact in their reports. Of the 152 companies, 126 adopted the change for both tax- and book-depreciation
purposes and 26 limited the change to tax reporting only. Some — 35
in number — of the 152 companies did not specify which of the new
methods they had adopted. Of those who did so indicate, 56 adopted the
declining-balance method while 61 followed the sum-of-the-digits basis.
Thus the choice was about equally divided between the two methods.
Unquestionably, the enactment of the new Code provisions will
exert an important effect, in the long run, upon accounting for depreciation. Many, although by no means all, of the companies which elect
the new method for tax purposes will simultaneously make parallel or
similar changes in the depreciation accounting in their books and for
purposes of financial reporting. Later on, it would seem likely that at
least some companies now retaining the straight-line basis for book
purposes but adopting one of the new methods for tax reporting may
find it advisable to revise their book methods. Few companies will
wish to be in the position of having a higher accumulated reserve for
depreciation for tax purposes than for purposes of financial reporting.
When the point is reached where the post-1953 acquisitions of property
comprise a substantial part of the gross plant account, the allowed reserve under one of the new tax bases may be higher than the reserve
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accumulated on the straight-line basis. One remedy, of course, would
be to revise the straight-line rates but there will be limits within which
this may be done objectively.
The new Code provisions stimulate the reexamination of depreciation policies for accounting purposes and tend to encourage the adoption of alternatives to the straight-line method. A l l this, of course, is
another illustration of the influence of the rules of taxation upon accounting. In this case, the development is a salutary one. It has often
been said that one of the primary objectives of accounting is the appropriate matching of revenues and costs. There has long been a substantial body of opinion which holds that in many cases, this objective
is better served, with respect to depreciation, by the use of methods
other than the straight-line basis. Now, there is reason to believe that
accounting policies will move away from the tradition of the past.
Theory of Direct Costing;
Its Application as a
Technique of Cost Control
A subject very dear, perhaps, to the hearts of many of you here
tonight is the theory of direct costing. Although far from new, the
subject continues to be a lively topic. The National Association of
Cost Accountants made a notable contribution to the literature in this
field by the issuance of its Research Series No. 23 in April, 1953. In
the controversy, if such it is, on the merits of direct costing, there
seems to be a rather large area of fairly general agreement and a
narrower but very hard core of firm disagreement.
The proponents of direct costing strongly emphasize its effectiveness as a technique in cost control. Basically, costs are controlled by
assigning the responsibilities for them and by rewarding success and
penalizing, or omitting to reward, failure. Underlying this simple
principle are a group of techniques, both for fixing responsibilities and
to assist in fulfilling them. These techniques, again, are simple in
concept: Through them, costs are ascertained as it is believed they
should be, and as they are. In terms of rules or principles of application, however, the techniques are highly complex. But complex as they
are — and controversial, in certain areas, as they may be — they are,
after a l l , only an instrument. The important thing in cost control is
always the principle of responsibility. Now the choice of a technique,
to a certain extent, is a matter of personal preference. The test is the
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pragmatic test of effectiveness. Expressed negatively, any choice
which tends to weaken the principle of responsibility is not well taken.
Direct costing, like all other techniques, must meet the test of validity.
In those cases where direct costing meets the test of effectiveness, there would be general agreement, I assume, that the method is
appropriate. The point as to cost control, therefore, narrows down to
a matter of defining the conditions under which direct costing can be
supported as an effective technique — not necessarily better than
another, but at least as effective. That, I take it, is what is going on at
the present time. We are passing through a period in which the validity
of the theory is being tested.
Theory of Direct Costing;
Its Application as a
Basis of Inventory Pricing
The cleavage of opinion becomes deeper, however, when we
reach the question as to the use of direct costing as a basis of inventory
valuation. Perhaps the phase of experimentation in direct costing would
have had a smoother course if the proponents of the method had been
content, at the outset, to limit their advocacy to the cost control area
without pressing for acceptance of the method for purposes of pricing
inventory. Here, I think, they enter much more difficult ground.
The question is simple and clear-cut. Inventory being a function
of production, accountants have traditionally believed that the cost of
inventory is an allocated part of the cost of production. What is the
"cost of production"? There seems to be no escape from the proposition that it is a l l costs, fixed and semi-fixed, as well as variable. The
justification of direct costing as a basis of inventory pricing therefore
requires a different approach, perhaps even an "agonizing reappraisal."
Apparently, however, this new approach has not as yet been found.
When and if it is, those who are troubled by what now seems to be a
logical inconsistency will, I am sure, consider it sympathetically, in
the light of its usefulness.
Growth and Extension of Pension
and Retirement Plans Precipitates Problem of
Measurement of Pension Costs in
Relation to Annual Net Income
Certainly one of the outstanding movements in our economic life
in the post-war period has been the growth and extension of pension
and retirement plans. The impact upon costs and prices, the problems
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of investment and the effect upon the securities markets are all familiar. In the accounting area, the most difficult problem precipitated by
this development is the measurement of pension costs in relation to annual net income. It is difficult mainly because of one key circumstance
— this being the fact that, with rare exceptions, pension plans are
technically revocable. I dare say that the public accountants, at least,
would feel that they had an easier assignment if they were to exchange
this problem with the cost accountants for their problem in direct
costing.
To the present time, progress toward solution has not reached
much beyond the point of rules of disclosure but progress has not been
lacking because of want of concern with the problem. Added to the
technical complications is the belief of many people that the broader
question in this matter is one of public policy.
Report on Budgeting and Accounting
by the Hoover Commission;
Its Significance for
Control of the Federal Budget
A notable development during the past year was the issuance of
the report on Budgeting and Accounting by the Committee on Organization of the Executive Branch of the Government, popularly known as
the Hoover Commission. This report was the work of a task force of
seven members, under the chairmanship of a distinguished certified
public accountant, M r . J . Harold Stewart, a former president of the
American Institute of Accountants. The report was adopted by the
twelve-member Commission with the registration of general dissents
by two members and a dissent as to one recommendation by a third
member.
The report contains 25 recommendations. In the short space
of 65 pages, it expounds a philosophy for achieving control of the costs
of the Federal Government. The heart of the report is its Recommendation No. 7 which advocates "That the executive budget and congressional appropriations be in terms of estimated annual accrued
expenditures, namely, charges for the cost of goods and services
estimated to be received." There are many who believe this would be
a great stride forward — one which would not only provide greatly
improved financial control but also would serve to clarify, in the public
mind, the status of the annual budget.
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At the present time, as you know, appropriations are enacted in
terms of the obligational authority required to carry out approved
programs, usually in their entirety. As the report points out, these
appropriations cover not only annual expenditures under the programs,
but also the obligations which the spending agencies may incur beyond
that time, sometimes over several years. By way of example it is
stated that the carry-over of prior appropriations into the current
budget — that is, the budget for the fiscal year ending June 30, 1956 —
is $54 billion. Also, that of the $62 billion estimated to be paid out in
the 1956 fiscal year, $25 billion arises from obligational authority conferred by these appropriations of earlier periods. Incidentally, if it
will not be misconstrued, I might add that the carry-over of $54 billion
into 1956 is $14 billion less than the appropriations brought forward
from the fiscal year 1952 into 1953.
Among the defects of the present system cited in the report are
the absence of effective post-review of programs as a whole, upon
completion; the inability, as just mentioned, to obtain direct control
over the annual budget surplus or deficit; and the incentive, in the
agencies, to use all available obligational authority prior to the time it
would otherwise lapse and cease to be available.
As we all know, the budget as a whole is an accounting anomaly.
On the one hand, the revenue side necessarily is estimated almost
entirely in terms of cash receipts for a fixed period of one year,
whereas the outgo side is stated essentially in terms of a series of
commitments, for varying periods. The Commission's proposals are
aimed at minimizing this incongruity.
The Commission defines "accrued expenditures" as the "charges
incurred for goods and services received and other assets acquired,
whether or not invoices have been received." The report recommends
that the appropriation authority granted by the Congress cover accrued
expenditures for only one-year periods, under approved programs. The
Commission recognized, however, that additional obligational authority
would be required for long lead-time programs. The report describes
the Government's activities as being in the following two broad categories:
"1. Programs where the obligations incurred coincide substantially with the accrued expenditures for most Government agencies
are included in this category.
"2. Programs for which the annual appropriations as now enacted
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differ materially from the accrued expenditures in each year. In this
category are long lead-time programs for the acquisition of aircraft,
ships, and other military weapons, construction, and research."
The report proposes that the one-year limitation upon obligational
authority be modified, as to activities in category 2, in the following
manner. "An agency would submit initially a properly described program showing the total funds required for its completion, projected in
terms of years. The Congress, if it approved the program, would enact
an annual appropriation in terms of the estimated accrued expenditures
required for the year under consideration. In addition, the Congress
would give the agencies contracting authority in terms of the dollar
amounts required for orderly forward contracting beyond the budget
year. The executive branch and the Congress would review the program annually from the standpoint of costs and accomplishment, both
completed and projected. The Congress, at the same time, would restate the contracting authority annually as necessary."
Many additional important matters are dealt with in the various
other recommendations of the report. Several of the recommendations
lay great stress upon the use of costs for control purposes, particularly
as a guide to the formulation of budgets and in the review of operating
performance in the agencies.
Now the gap between the preparation of a report and reaching a
stage of action, as we know, is sometimes unpredictable. No group of
citizens is more enlightened on the subject matter of this report than
accountants. The report should have our thoughtful consideration and,
in my own opinion, our active support.
The list of developments in the field of accounting is a long one
— one that we have not exhausted here and one that is forever changing.
Accounting principles, unlike the laws of the ancients, are not fixed and
immutable. They face the challenge of validity in the light of new business techniques and conditions. Accounting is a unifying force in the
economy of our time. We can set for ourselves no higher goal than
to meet the challenge of the present as our illustrious predecessors
have done in the past: with courage, and with integrity.
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